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HIGHLIGHTS

THE HANOVER INSURANCE GROUP, INC. (NYSE: THG)

For more than 150 years, The Hanover has provided high-
quality insurance protection to millions of Americans,
establishing one of the longest and proudest records in
the industry. Today, The Hanover offers a wide range of
property and casualty products and services to individuals,
families and businesses through an extensive network of
some of the very best independent agents in the country.

Despite the unprecedented turmoil in the financial markets,
The Hanover's financial position remains very strong.
Liquidity at our holding company grew from $315 million
at the beginning of the year to approximately $400 million
a year later. With $1.6 billion in statutory surplus at our
operating companies, we have the capital strength to execute
our business strategies and to support our improved ratings.
In January 2008, Moody's Investor Services raised our financial
strength rating to A3 from Baal. In May 2008, our financial
strength rating was upgraded by the Standard & Poor’s
rating agency to A- from BBB+. We hold an A- financial
strength rating with a positive outlook from the A.M. Best
rating agency. The outlooks of Standard & Poor’s, Moody's,
and Fitch rating agencies are stable.

FINANCIAL SUMMARY

YEAR ENDED DECEMBER 31

($ in millions, except per share amounts)
Revenues
Net Income

Income From Continuing Operations,
Net of Tax

Pre-Tax Segment Income’
Total Assets
Shareholders’ Equity

Per Share Data

Net Income Per Share —Diluted

Income From Continuing Operations
Per Share

Book Value

Book Value, Excluding Accumulated
Other Comprehensive Loss'

2008

$2,680

21

85
262
9,230
1,887

$ 0.40

$ 1.63
$37.08

$44.64

2007

$2,674
253

228
342
9,816
2,299

$ 4.83

$ 4.36
$44.37

$44.77

1Pre-tax segment income is a non-GAAP measure. A definition and reconciliation to the closest
GAAP measure, income from continuing operations— net of taxes, can be found on page 28
of the attached Annual Report on Form 10-K. Book value, excluding accumulated other
comprehensive loss, is a non-GAAP measure. Its closest GAAP measure is book value.



Frederick H. Eppinger
President and Chief Executive Officer

TO OUR SHAREHOLDERS

2008 was a historic year, one that shook the foundation of our country’s economy, the Our company stood
financial services industry as a whole and many of the companies in the property and strong in 2008, achieving
casualty insurance business. Throughout all of this, our company stood strong, achieving

distinction, and today stands ready to capitalize on the turmoil in the marketplace. distinction, and today

: . : : ) i stands ready to capitalize
The magnitude of challenge and disruption that occurred in our industry during the year

is unprecedented. on the turmoil in the

The tremendous upheaval in the financial and credit markets, in addition to near-record marketplace.

catastrophe losses for the industry, had broad and sometimes disastrous implications.
Earnings were drastically reduced across the industry. Billions of dollars in capital were lost.
Rating agencies downgraded many companies. Pressure to reduce expenses and improve
earnings increased. Investments and product initiatives were tabled. Staffing reductions
occurred. Agents were left wondering who they could count on. And, worse

yet, the fallout continues.

ACHIEVING DISTINCTION

In contrast to many others, we weathered the storms of 2008 quite well. Our financial
condition is excellent. Our balance sheet and capital position are solid. We have great
financial flexibility. Our ratings are strong and improving. We are investing in our business,

building and buying the product and service capabilities our agent partners need.
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Over the past five
years, we have
dramatically improved
the overall financial
condition of

our company.

We are moving forward, deliberately and without hesitation, advancing our strategic
priorities and achieving our goals. We view the disruption in the marketplace as a tremendous
opportunity, and we are intently focused and ready to capitalize. Overall, our company

is better positioned today than ever to compete and win.

In 2003, we set out to build a very special company—one built on a solid financial foundation,
one focused on delivering distinctive product and service capabilities to the best agents,
one that would thrive on the disruption that inevitably occurs in our business, and one that

would be recognized as among the very best in our industry over the long term.
Many of our competitors dismissed our company in 2003. No one does today.

We have made great progress over the past several years, strengthening our organization
on every dimension and delivering distinctive value for our independent agent partners

and their customers every day.

As we seek to build our business, we are intent on setting our company even further apart
from our competition—achieving even greater distinction—strengthening the foundation
on which we are building our company, and investing in the people, products and services

that will enable our agent partners to grow their businesses as we grow ours.

STRENGTHENING OUR FOUNDATION

Over the past five years, we have dramatically improved the overall financial condition
of our company, significantly increasing our earnings power, outpacing our peers, and
generating profitable growth in all lines of business. We also have greatly strengthened

our capital position, while maintaining strong reserves.

The completion of the sale of our life business in January 2009, with the closing of the sale
of First Allmerica Financial Life Insurance Company, marked an important milestone, and
allows us to focus all of our attention, as well as our entire capital base, on our property
and casualty operations. While our former life business represents an important part of our
company'’s history, it was critical to put that chapter behind us. In hindsight, the decisions
to put those operations into run-off and to sell them were prudent ones, as the life insurance

industry faces many challenges ahead with the ongoing financial market turmoil.

Our property and casualty business performed well during the year, in spite of unusually high
catastrophe and weather-related losses. After-tax segment income* was $176 million, compared
to $229 million in 2007, with the difference attributed to a significant increase in catastrophe

losses during what was the third worst year ever for insured, natural catastrophe losses.

On an ex-catastrophe basis, property and casualty pre-tax segment income*—which
reflects our underlying earnings power—was up 5 percent for the year at $472 million,
compared to $448 million in 2007.

At the same time, we continued to generate strong growth in our business, outperforming the
industry as a whole and most of our competitors. We are very pleased with our growth trends,
since they are driven by mix improvements and are in higher-margin segments, specifically in

total account business in Personal Lines and Specialty lines in our commercial book of business.
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In addition, in spite of all of the market pressure during the year, we maintained an
excellent capital position and a strong investment portfolio, while maintaining a modest

debt-to-capital ratio.

Our liquidity position at year end was strong at both our operating and holding companies,
with approximately $400 million in liquidity at our holding company after taking into
account the sale of the last of our life operations. Our investment portfolio is one of the
strongest in the industry, with 98 percent of our invested assets in cash and fixed income
securities, and 94 percent of these fixed income securities are rated investment grade.

In general, we have no exposure, or a negligible exposure, to the asset classes that have
been most in the news and that have caused so many problems for other financial

services companies.

Our strong financial performance and overall financial condition has had a very positive
impact on our ratings as well. During a time marked by numerous rating downgrades,
we are one of the few financial services companies that have established positive ratings
momentum. In 2008, our financial strength ratings were upgraded by Moody's Investors
Service and Standard & Poor’s, and our issuer credit ratings with both of these firms were
upgraded to investment grade. We also maintained a positive outlook from A.M. Best.
We are optimistic that further upgrades can be achieved as we continue to generate

strong results.

DELIVERING REAL VALUE FOR OUR AGENT PARTNERS

With the benefit of a strong financial position, we have substantially strengthened our
infrastructure over the past five years. We have assembled one of the most talented and
committed teams in the business, giving us the knowledge and experience we need to
deliver for our agent partners. We also have invested more than $250 million, focused on
product and ease-of-doing business enhancements during the last five years, positioning

our company and our agent partners to prosper in the most challenging of markets.

Since 2003, we have introduced more than 30 new products and product enhancements,
including many specialty and niche products that enable our agent partners to take
advantage of specialized growth opportunities, and we have improved our agent-facing
technology and services, making it faster and more effective for our agent partners to

meet their customers’ needs.

While we have made great strides across our organization, we are far from content. We know
all too well that success is never final. In fact, our journey to build one of the very best
companies in our business over the long term will never really end. We always will be looking

for new and better ways to deliver even more distinctive value to our agent partners.

As we advance our journey, we recognize that the world has changed for independent agents.
Companies they had come to rely on heavily are now under significant pressure, and agents
increasingly are looking for more dependable markets. We fully expect to benefit from this
flight to quality and stability, and we will continue to be there for our agent partners, as always,

delivering what they value most—innovation, commitment, responsiveness and expertise.

We have continued

to generate strong
growth in our business,
outperforming the
industry and most of

our competitors.
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We fully expect

to benefit from

the flight to quality
and stability, and we
will continue to be
there for our agent

partners, as always.

DELIVERING INNOVATION

While many of our competitors are cutting back, we continue to invest. We are committed
to providing our agent partners with a unique product mix, broader and more relevant than
any regional company, and to making more distinctive product enhancements than our

peers, giving our agent partners more opportunities to grow.

Our product portfolio today represents a competitive advantage in the marketplace. Our
Commercial Lines business is one of the best in the small to lower-middle market business
segment, providing our agent partners with a “total solution” for accounts up to $200,000
in premiums. Our Personal Lines business is a “total account writer,” offering our agent

partners the ability to meet their customers’ total personal insurance needs.

Going forward, we will continue to make investments across the board, with an emphasis
on our Specialty business, which in 2009 is expected to generate more than $500 million
in direct written premium, compared to just $65 million five years ago. We will continue

to listen to our agent partners and develop the specialty products that enable them to create
and expand specialized lines of business. And, we will continue to look for opportunities

to buy teams and product capabilities, as we did with the recent acquisitions of

Verlan Holdings, Professionals Direct, and AIX Holdings.

At the same time, we plan to invest aggressively in the remainder of our Commercial Lines
business and in our Personal Lines business, helping our agent partners to improve their
economics by selling value rather than price, improving our billing, account rounding and

niche market capabilities.

COMMITTING TO OUR PARTNERS

While many of our competitors are appointing as many agents as possible and leveraging
different distribution channels, we are committed to developing a finite number of true

partnerships—and the deeper, the better.

We have been very disciplined over the past several years about identifying winning
agents—those who are growing and know how to sell value—and converting those agents
to partners. Our objective is to partner with a limited number of agents, and as a result,
to restrict access to our products, so our agent partners can truly differentiate their agencies

from their competitors.

In exchange for our commitment, our agent partners give us an unfair advantage, placing

their best business with us so we can grow with margin and continue to invest in them.

With the disruption in the market, true, mutually beneficial partnerships are more important

than ever, for us and for our agent partners.

PROVIDING RESPONSIVENESS AND EXPERTISE

While many of our competitors are getting further and further from their agents and the
markets they serve, we are doing just the opposite. We take great pride in knowing that

we are more responsive and offer greater expertise than our competitors.
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When we enter a market, we do not dabble; we commit to bringing significant resources to

that market and to our agent partners to ensure that both of us achieve our goals.

We are uniquely positioned, providing our agent partners with expertise on par with some
of the best national and specialty companies, and the market presence and local decision-
making authority of the best regional companies. We will continue to invest in these very

important capabilities.

CAPITALIZING ON THE OPPORTUNITY AT HAND

We are very proud of all we have accomplished over the past several years. The events
of 2008 tested the strength and stability of our company. Clearly, we passed those tests,
and today, we are positioned to capitalize on what we believe is an opportunity greater

than any we have seen before.

Without question, we have what it takes to do just that. We have achieved distinction in
recent years, and we continue to do so. We have a clear strategic focus. We are financially
strong. We offer a compelling value proposition for our agents. And, we have the talent,

the energy and the commitment needed to win.

While many in our industry are hunkering down, we are moving forward, focused on

achieving further distinction, and delivering significant value for all of our stakeholders.

Sincerely,

Frederick H. Eppinger
President and Chief Executive Officer

*After-tax segment income and ex-catastrophe, pre-tax property and casualty segment income are non-GAAP measures. A reconciliation
of those measures to the closest GAAP measure, income from continuing operations—net of taxes, can be found on page 28 of the attached
Annual Report on Form 10-K.

While many in our
industry are hunkering
down, we are moving
forward, focused

on achieving further
distinction, and

delivering value for

all of our stakeholders.

THE HANOVER INSURANCE GROUP 2008 ANNUAL REPORT

5



THE HANOVER INSURANCE GROUP BUSINESS PROFILE

Personal Lines Insurance

Net Written Premium ($ in millions)
Net Written Premium Growth

GAAP Combined Ratio

GAAP Ex-cat Combined Ratio*

OVERVIEW TOP PRODUCTS/SERVICES
With our Personal Lines offerings, B Auto Insurance
The Hanover is positioned to be the " H

omeowners Insurance

“total account writer” for its agent

. : : ® Ancillary Products
partners. With our integrated suite Y

of competitive products, the company - Umbrella

— Valuable Items

— Watercraft

offers the sophistication and breadth

of coverage to support the complex

and changing needs through the life Dwelling Fire

cycle of a client. We distribute our
products through approximately 2,400
independent agents in 19 states.
Our four largest states in descending
order are Michigan, Massachusetts,

New York, and New Jersey.

*Non-GAAP financial metric
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PERSONAL LINES

& Connections’

Personal Lines Product Suite

2008 HIGHLIGHTS NET WRITTEN PREMIUM

($ in millions)

B Continued to roll out Connections®
Home, our improved home product $1,600
with optional umbrella endorsement, 1500 - $1,481 $1,484

in additional states
1,400

B Generated $257 million in new
1,300

business direct written premium
1,200 —

B Maintained net written

premium at 2007 levels, despite 1100 =

the soft pricing cycle and 1,000 )
P 9y 2007 2008

difficult economic environment

B Successfully expanded Connections®
Auto product with DriveSmart
Advantage, making it easier for PERSONAL LINES PRODUCT MIX
The Hanover’s agent partners

to offer a total account solution

with complete product features 3% Ancillary Products

B Continued to penetrate ancillary

0,
product markets through recently 29% Homeowners

acquired capabilities, which include:

68% Auto
— Boat — Jet Ski

— Motorcycle — Motor Home

— Snowmobile
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THE HANOVER INSURANCE GROUP BUSINESS PROFILE

Commercial Lines Insurance

Net Written Premium (% in millions)

Net Written Premium Growth
GAAP Combined Ratio
GAAP Ex-cat Combined Ratio*

OVERVIEW TOP PRODUCTS/SERVICES
The Commercial Lines business offers a B Business Owners Protection
wide range of innovative products and ® Standard Products

specialty capabilities to serve the needs )
o . — Commercial Package
of mid-sized agents, writing small to )
o ) ) — Workers' Compensation
mid-sized commercial accounts typically ]
) ) ) — Commercial Auto
ranging up to $200,000 in premium.

Our "total solution” operating model ® Specialty Products

is based on experienced and insightful — Inland Marine

local underwriting talent, a broad risk — Umbrella

appetite and specialty capabilities, and - Bond

our commitment to provide responsive, — Lawyers Professional Liability
efficient customer service. Distributing — Specialty Property

through approximately 2,000 independent — Niche Products

agents, we have a presence in 26 states. (religious institutions, schools,

moving and storage, etc.)
— Program business through recent

AIX Holdings, Inc. acquisition

*Non-GAAP financial metric
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COMMERCIAL LINES

2 Avenues'

Commercial Lines Product Suite

2008 HIGHLIGHTS

Generated $306 million in new

business direct written premium

Total net written premium
increased by 11% while improving

ex-catastrophe loss margins

Continued to develop a growing
position in specialty products,

which is expected to generate
approximately $500 million

in direct premium in our Marine,
Bond, Niche and other specialty
businesses in 2009

Expanded Specialty Lines
capabilities through acquisition

of Verlan Holdings, Inc., a property
insurer of highly protected risks

Added program business to
our product offerings through
acquisition of AIX Holdings, Inc.

NET WRITTEN PREMIUM

($ in millions)

$1,200 —
1100 = $1,034

1000 $934
900 —

800 |~

600

500 J
2007 2008

COMMERCIAL LINES PRODUCT MIX

19% Commercial Auto

36% Commercial Package and
Business Owners Protection

12% Workers' Compensation

11% Inland Marine

9% Bond

13% Other
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BOARD OF DIRECTORS

MICHAEL P. ANGELINI ™
Chairman of the Board
Chairman and Partner
Bowditch & Dewey, LLP

P. KEVIN CONDRON ©
Chairman and CEO
The Granite Group LLC

FREDERICK H. EPPINGER
President and Chief Executive Officer
The Hanover Insurance Group, Inc.

NEAL F. FINNEGAN ©
Retired, Former Chairman
Citizens Bank of Massachusetts
Former President and CEO
UST Corporation

DAVID J. GALLITANO ®
President
Tucker, Inc.

GAIL L. HARRISON ®®

Consultant

WENDELL J. KNOX ™
President and Chief Executive Officer
Abt Associates

ROBERT J. MURRAY ©
Retired Chairman
New England Business Service, Inc.

JOSEPH R. RAMRATH @

Managing Director
Colchester Partners LLC

HARRIETT TEE TAGGART ®
Retired Partner, Senior Vice President
Wellington Management LLC

(A) Audit Committee
(C) Compensation Committee

(N) Nominating and Corporate Governance Committee
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EXECUTIVE LEADERSHIP TEAM

FREDERICK H. EPPINGER
President and Chief Executive Officer

EUGENE M. BULLIS

Executive Vice President and Chief Financial Officer

MARITA ZURAITIS
Executive Vice President and President
Property and Casualty Companies

BRYAN D. ALLEN

Vice President, Chief Human Resources Officer

DAVID J. FIRSTENBERG
President
Commercial Lines

J. KENDALL HUBER

Senior Vice President and General Counsel

ANDREW S. ROBINSON
Senior Vice President
Corporate Development and Strategy

JOHN C. ROCHE
Vice President
Field Operations, Marketing and Distribution

GREGORY D. TRANTER

Senior Vice President, Chief Information Officer



COMPARISON OF FIVE-YEAR CUMULATIVE TOTAL RETURN*

Among The Hanover Insurance Group, Inc., the S&P 500 Index and
the S&P Property & Casualty Insurance Index

TOTAL RETURN PERFORMANCE

180 —
160 —
140 +—
120 —

100

60 ! L ! L |
12/03 12/04 12/05 12/06 12/07 12/08

*The above graph compares the performance of the company’s common stock since December 31, 2003 with the performance of the S & P 500 Index and the S & P Property & Casualty
Insurance Index. Assumes $100 invested on December 31, 2003 in stock or index— including reinvestment of dividends. Fiscal year ending December 31.

Copyright © 2009, SNL Financial LC, Charlottesville, VA. All rights reserved. www.snl.com.

+ The Hanover Insurance Group, Inc. e S&P 500 Index S&P Property & Casualty Insurance Index
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respectively. These reserves relate to pools in which the
Company has terminated its participation; however, the
Company continues to be subject to claims related to
years in which it was a participant. The Company partic-
ipated in the Excess and Casualty Reinsurance
Association voluntary pool during 1950 to 1982, until it
was dissolved and put in runoff in 1982. The Company’s
percentage of the total pool liabilities varied from 1% to
6% during these years. The Company’s participation in
this pool has resulted in asbestos and environmental
average paid losses of approximately $2 million annually
over the past ten years.

The Company estimates its ultimate liability for
asbestos, environmental and toxic tort liability claims,
whether resulting from direct business, assumed reinsur-
ance and pool business, based upon currently known
facts, reasonable assumptions where the facts are not
known, current law and methodologies currently avail-
able. Although these outstanding claims are not signifi-
cant, their existence gives rise to uncertainty and are dis-
cussed because of the possibility that they may become
significant. The Company believes that, notwithstanding
the evolution of case law expanding liability in asbestos
and environmental claims, recorded reserves related to
these claims are adequate. The asbestos, environmental
and toxic tort liability could be revised in the near term if
the estimates used in determining the liability are
revised, and any such revisions could have a material
adverse effect on our results of operations for a particular
quarterly or annual period or on our financial position.

In addition to the property and casualty reserves, the
Company also has liabilities for future policy benefits,
other policy liabilities and outstanding claims, losses and
LAE as well as the related reinsurance recoverables, a
majority of which relates to the Company’s accident and
health business. These reserves are reflected in the bal-
ance sheet as liabilities and assets held-for-sale. The
cumulative liability, excluding the effect of reinsurance
that consists of the Company’s exited individual health
business and its discontinued accident and health busi-
ness, was $279.3 million and $322.1 million at December
31, 2008 and 2007, respectively. Reinsurance recoverables
related to this business were $131.0 million and $214.8
million in 2008 and 2007, respectively.
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21. COMMITMENTS AND CONTINGENCIES

LITIGATION
Durand Litigation
On March 12, 2007, a putative class action suit captioned

[ennifer A. Durand v. The Hanover Insurance Group,
Inc.. The Allmerica Financial Cash Balance Pension Plan
was filed in the United States District Court for the
Western District of Kentucky. The named plaintiff, a for-
mer employee who received a lump sum distribution
from the Company’s Cash Balance Plan at or about the
time of her termination, claims that she and others simi-
larly situated did not receive the appropriate lump sum
distribution because in computing the lump sum, the
Company understated the accrued benefit in the calcula-
tion. The Company filed a motion to dismiss on the basis
that the plaintiff failed to exhaust administrative reme-
dies, which motion was granted without prejudice in a
decision dated November 7, 2007. Plaintiff filed a Notice
of Appeal of this dismissal to the United States Court of
Appeals for the Sixth Circuit; oral arguments on the
plaintiff’s appeal took place on October 28, 2008 and the
Company is awaiting the court’s decision. In the
Company’s judgment, the outcome is not expected to be
material to its financial position, although it could have a
material effect on the results of operations for a particu-
lar quarter or annual period.

Hurricane Katrina Litigation

The Company has been named as a defendant in various
litigations, including putative class actions, relating to
disputes arising from damages which occurred as a result
of Hurricane Katrina in 2005. As of December 31, 2008,
there were approximately 145 such cases. These cases
have been filed in both Louisiana state courts and feder-
al district courts. These cases generally involve, among
other claims, disputes as to the amount of reimbursable
claims in particular cases (e.g. how much of the damage
to an insured property is attributable to flood and there-
fore not covered, and how much is attributable to wind,
which may be covered), as well as the scope of insurance
coverage under homeowners and commercial property
policies due to flooding, civil authority actions, loss of
landscaping, business interruption and other matters.
Certain of these cases claim a breach of duty of good faith
or violations of Louisiana insurance claims handling laws
or regulations and involve claims for punitive or exem-

plary damages.



On August 23, 2007, the State of Louisiana (individual-
ly and on behalf of the State of Louisiana, Division of
Administration, Office of Community Development)
filed a putative class action in the Civil District Court for
the Parish of Orleans, State of Louisiana, entitled State of
Louisiana, individually and on behalf of State of
Louisiana, Division of Administration, Office of
Community Development ex rel The Honorable Charles
C. Foti, Jr., The Attorney General For the State of
Louisiana, individually and as a class action on behalf of
all recipients of funds as well as all eligible and / or future

recipients of funds through The Road Home Program v.
AAA Insurance, et al., No. 07-8970. The complaint named

as defendants over 200 foreign and domestic insurance
carriers, including THG. Plaintiff seeks to represent a
class of current and former Louisiana citizens who have
applied for and received or will receive funds through
Louisiana’s “Road Home” program. On August 29, 2007,
Plaintiff filed an Amended Petition in this case, asserting
myriad claims, including claims for breach of contract,
the implied covenant of good faith and fair dealing, fidu-
ciary duty and Louisiana’s bad faith statutes. Plaintiff
seeks relief in the form of, among other things, declara-
tions that (a) the efficient proximate cause of losses suf-
fered by putative class members was windstorm, a cov-
ered peril under their policies; (b) the second efficient
proximate cause of their losses was storm surge, which
Plaintiff contends is not excluded under class members’
policies; (c) the damage caused by water entering affect-
ed parishes of Louisiana does not fall within the defini-
tion of “flood”; (d) the damages caused by water entering
Orleans Parish and the surrounding area was a result of
man-made occurrence and are properly covered under
class members’ policies; (e) many class members suffered
total losses to their residences; and (f) many class mem-
bers are entitled to recover the full value for their resi-
dences stated on their policies pursuant to the Louisiana
Valued Policy Law. In accordance with these requested
declarations, Plaintiff seeks to recover amounts that it
alleges should have been paid to policyholders under
their insurance agreements, as well as penalties, attor-
neys’ fees, and costs. The case has been removed to the
Federal District Court for the Eastern District of
Louisiana.

The Company established its loss and LAE reserves on
the assumption that the Company will not have any lia-
bility under the “Road Home” or similar litigation, and
that the Company will otherwise prevail in litigation as
to the causes of certain large losses and not incur extra
contractual or punitive damages.

Other Matters

The Company has been named a defendant in various
other legal proceedings arising in the normal course of
business, including two suits with respect to which the
Company is obligated to indemnify Commonwealth
Annuity and Goldman Sachs in connection with the sale
in 2005 of the Company’s variable life insurance and
annuity business, which challenge the Company’s former
Life Companies’ imposition of certain restrictions on
trading funds invested in separate accounts.

REGULATORY AND INDUSTRY DEVELOPMENTS

Unfavorable economic conditions may contribute to an
increase in the number of insurance companies that are
under regulatory supervision. This may result in an
increase in mandatory assessments by state guaranty
funds, or voluntary payments by solvent insurance com-
panies to cover losses to policyholders of insolvent or
rehabilitated companies. Mandatory assessments, which
are subject to statutory limits, can be partially recovered
through a reduction in future premium taxes in some
states. The Company is not able to reasonably estimate
the potential impact of any such future assessments or
voluntary payments.

Over the past three years, state-sponsored insurers,
reinsurers or involuntary pools have increased signifi-
cantly, particularly those states which have Atlantic or
Gulf Coast exposures. As a result, the potential assess-
ment exposure of insurers doing business in such states
and the attendant collection risks have increased, partic-
ularly, in the Company’s case, in the states of Massachu-
setts, Louisiana and Florida. Such actions and related reg-
ulatory restrictions may limit the Company’s ability to
reduce its potential exposure to hurricane related losses.
It is possible that other states may take action similar to
those taken in the state of Florida, which has significant-
ly restricted the ability to raise rates on homes and other
properties, authorized a state sponsored insurer of last
resort to compete with private insurers, mandated the
use of certain state sponsored reinsurance mechanisms,
and subjected insurers writing business in the state to sig-
nificant assessments in the event such state sponsored
entities are unable to fund claims against them. At this
time, the Company is unable to predict the likelihood or
impact of any such potential assessments or other
actions.
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In February 2009, the Governor of Michigan called
upon every automobile insurer operating in the state to
freeze personal automobile insurance rates for 12 months
to allow time for the legislature to enact comprehensive
automobile insurance reform. In addition, she endorsed a
number of proposals by her appointed Automobile and
Home Insurance Consumer Advocate which would,
among other things, change the current rate approval
process from the current “file and use” system to “prior
approval”, mandate “affordable” rates, reduce the
threshold for law suits to be filed in “at fault” incidents,
and prohibit the use of certain underwriting criteria such
as credit scores. The Office of Financial and Insurance
Regulation had previously issued regulations prohibiting
the use of credit scores to rate personal lines insurance
policies, which regulations are the subject of litigation
which is expected to be reviewed by the Michigan
Supreme Court. At this time, the Company is unable to
predict the likelihood of adoption or impact on the busi-
ness of any such proposals or regulations, but any such
restrictions could have an adverse effect on the Com-
pany’s results of operations.

From time to time, proposals have been made to estab-
lish a federal based insurance regulatory system and to
allow insurers to elect either federal or state-based regu-
lation (“optional federal chartering”). In light of the cur-
rent economic crisis and the focus on increased regulato-
ry controls, particularly with regard to financial institu-
tions, the Company expects renewed interest in such pro-
posals. The Company cannot predict the impact that any
such change will have on the business.

In addition, the Company is involved, from time to
time, in investigations and proceedings by governmental
and self-regulatory agencies. The potential outcome of
any such action or regulatory proceedings in which the
Company has been named a defendant, and the
Company’s ultimate liability, if any, from such action or
regulatory proceedings, is difficult to predict at this time.
In the Company’s opinion, based on the advice of legal
counsel, the ultimate resolutions of such proceedings will
not have a material effect on the Company’s financial
position, although they could have a material effect on
the results of operations for a particular quarter or annu-
al period.
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RESIDUAL MARKETS

The Company is required to participate in residual mar-
kets in various states, which generally pertains to high
risk insureds, disrupted markets or lines of business or
geographic areas where rates are regarded as excessive.
The results of the residual markets are not subject to the
predictability associated with the Company’s own man-
aged business, and are significant to the workers’ com-
pensation line of business, the homeowners line of busi-
ness and both the personal and commercial automobile
lines of business.

22. STATUTORY FINANCIAL INFORMATION

The Company’s insurance subsidiaries are required to
file annual statements with state regulatory authorities
prepared on an accounting basis prescribed or permitted
by such authorities (statutory basis), as codified by the
National Association of Insurance Commissioners.
Statutory surplus differs from shareholders’ equity
reported in accordance with generally accepted account-
ing principles primarily because policy acquisition costs
are expensed when incurred, the recognition of deferred
tax assets is based on different recoverability assump-
tions, postretirement benefit costs are based on different
assumptions and reflect a different method of adoption,
life insurance reserves are based on different assump-
tions and statutory accounting principles require asset
valuation and interest maintenance reserves for life
insurance companies.
Statutory net income and surplus are as follows:
2008

2007 2006

(In millions)

Statutory Net Income
Property and Casualty

Companies - Combined $ 1425 $ 2480 $ 209.8
First Allmerica Financial

Life Insurance Company 33.1 17.0 13.0

Statutory Shareholders’ Surplus

Property and Casualty

Companies - Combined $1,600.7 $1,670.7 $1,467.8
First Allmerica Financial

Life Insurance Company 113.7 163.7 151.8



23. QUARTERLY RESULTS OF OPERATIONS
(UNAUDITED)

The quarterly results of operations for 2008 and 2007 are
summarized below.

FOR THE THREE MONTHS ENDED

(In millions, except per share data)

2008 March 31 June 30 Sept. 30 Dec. 31
Total revenues $689.9 $685.0 $642.1 $663.4
Income (loss) from
continuing operations ® $ 570 $ 479 $@43.5) $ 228
Net income (loss) $ 585 $(10.2) $(61.8) $ 34.1
Income (loss) from
continuing operations
per share ®:
Basic $ 110 $ 093 $(0.85) $ 045
Diluted @ $ 1.09 $092 $(0.85) $ 044
Net income (loss) per share:
Basic $ 1.13 $(0.20)0 $(1.21) $ 0.67
Diluted @ $ 112 $(0.200 $(1.21) $ 0.66
Dividends declared per share $ — $ — $ — $ 045
2007 March 31 June 30 Sept. 30 Dec. 31
Total revenues $658.6 $665.0 $671.8 $678.7
Income from continuing
operations $ 59.7 $ 568 $ 515 $ 603
Net income $ 636 $598 $539 $ 758
Income from continuing
operations per share ®:
Basic $ 1.16 $ 1.10 $ 099 $ 1.16
Diluted $ 115 $109 $098 $ 1.15
Net income per share:
Basic $ 124 $ 116 $ 104 $ 146
Diluted $ 122 $114 $ 103 $ 144
Dividends declared per share $ — $ — $ — $ 040

(1) On January 2, 2009, the Company sold other remaining business of its former Life
Companies Segment. The results of operations related to this business are reflected
as Discontinued Operations for all time periods presented. See also Note 2 —
“Discontinued Operations of FAFLIC Business” and “Discontinued Operations: Life
Companies” on pages 42 to 43 of Management’s Discussion and Analysis.

(2) Per share data for the third quarter represents basic loss per share due to
antidilution.

Note: Due to the use of weighted average shares outstanding when calculating
earnings per common share, the sum of the quarterly per common share data
may not equal the per common share data for the year.

Item 9 — Changes in and Disagreements
with Accountants on
Accounting and Financial
Disclosure

None.

Item 9A — Controls and Procedures

DISCLOSURE CONTROLS AND PROCEDURES
EVALUATION

Under the supervision and with the participation of our
management, including our Chief Executive Officer and
Chief Financial Officer, we conducted an evaluation of
our disclosure controls and procedures, as such term is
defined under Rule 13a-15(e) promulgated under the
Securities Exchange Act of 1934, as amended (the
Exchange Act).

LIMITATIONS ON THE EFFECTIVENESS OF CONTROLS

Our management, including our Chief Executive Officer
and Chief Financial Officer, does not expect that our dis-
closure controls over financial reporting will prevent all
error and all fraud. A control system, no matter how well
designed and operated, can provide only reasonable, not
absolute, assurance that the control system’s objectives
will be met. Further, the design of a control system must
reflect the fact that there are resource constraints, and the
benefits of controls must be considered relative to their
costs. Because of the inherent limitations in all control
systems, no evaluation of controls can provide absolute
assurance that all control issues and instances of fraud, if
any, have been detected. These inherent limitations
include the realities that judgments in decision-making
can be faulty and that breakdowns can occur because of
simple error or mistake. Controls can also be circumvent-
ed by the individual acts of some persons, by collusion of
two or more people, or by management override of the
controls. The design of any system of controls is based in
part on certain assumptions about the likelihood of
future events, and there can be no assurance that any
design will succeed in achieving its stated goals under all
potential future conditions. Over time, controls may
become inadequate because of changes in conditions or
deterioration in the degree of compliance with policies or
procedures. Because of the inherent limitations in a cost-
effective control system, misstatements due to error or
fraud may occur and not be detected.

CONCLUSION REGARDING THE EFFECTIVENESS OF
DISCLOSURE CONTROLS AND PROCEDURES

Based on our controls evaluation, our Chief Executive
Officer and Chief Financial Officer concluded that as of
the end of the period covered by this annual report, our
disclosure controls and procedures were effective to pro-
vide reasonable assurance that (i) the information
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required to be disclosed by us in reports that we file or
submit under the Exchange Act is recorded, processed,
summarized and reported within the time periods speci-
fied in the SEC’s rules and forms and (ii) material infor-
mation is accumulated and communicated to our man-
agement, including our Chief Executive Officer and Chief
Financial Officer, as appropriate to allow timely decisions
regarding required disclosure.

MANAGEMENT’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

Our management is responsible for establishing and
maintaining adequate internal control over financial
reporting, as such term is defined in Exchange Act Rule
13a-15(f). Under the supervision and with the participa-
tion of our management, including our Chief Executive
Officer and Chief Financial Officer, we conducted an
evaluation of the effectiveness of our internal control
over financial reporting based on the framework in
Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway
Commission. In conducting our evaluation of the effec-
tiveness of the internal control over financial reporting,
the Company excluded the acquisition of AIX Holdings,
Inc., which was completed on November 28, 2008. The
total assets constitute approximately $350 million or 3.8%
of the consolidated assets of the Company at December
31, 2008 and $5.5 million in revenues, or less than 1% of
consolidated revenues for the period from the November
28, 2008 closing date until December 31, 2008. Based on
our evaluation under the framework in Internal Control —
Integrated Framework, our management concluded that
our internal control over financial reporting was effective
as of December 31, 2008.

The effectiveness of our internal control over financial
reporting as of December 31, 2008 has been audited by
PricewaterhouseCoopers LLP, an independent registered
public accounting firm, as stated in their report which is
included herein.

CHANGES IN INTERNAL CONTROL

Our management, including the Chief Executive Officer
and the Chief Financial Officer, conducted an evaluation
of the internal control over financial reporting, as
required by Rule 13a-15(d) of the Exchange Act, to deter-
mine whether any changes occurred during the period
covered by this Annual Report on Form 10-K that have
materially affected, or are reasonably likely to materially
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affect, our internal control over financial reporting. Based
on that evaluation, the Chief Executive and Chief
Financial Officer concluded that there was no such
change during the last quarter of the fiscal year covered
by this Annual Report on Form 10-K that has materially
affected, or is reasonably likely to materially affect, our
internal control over financial reporting.

Item 9B — Other Information

ELECTION OF DIRECTOR

At a meeting of THG’s Board of Directors held on
February 24, 2009, and at the recommendation of the
Nominating and Corporate Governance Committee,
Harriett “Tee” Taggart was elected to the Board of
Directors for a term expiring at the 2009 Annual Meeting
of Shareholders. Dr. Taggart will serve on THG’s Audit
Committee.

Dr. Taggart, 60, currently manages a professional prac-
tice, Taggart Associates. From 1983 through 2006, Dr.
Taggart was a Partner, Senior Vice President and sector
portfolio manager at Wellington Management LLC. Dr.
Taggart is a director of Albemarle Corporation and The
Lubrizol Corporation, both publicly-traded chemical
manufacturers.

The Board has determined that Dr. Taggart is an inde-
pendent director, based on the independence standards
adopted by the Board and the requirements of the New
York Stock Exchange.

The Board also nominated Dr. Taggart for re-election
to a three-year term commencing at the 2009 Annual
Meeting of Shareholders and voted that her nomination
be submitted to shareholders for election at such
meeting.

COMPENSATORY ARRANGEMENTS OF
CERTAIN OFFICERS

At a meeting of the Compensation Committee (the
“Committee”) and Committee of Independent Directors
(the “CID”) of the Board of Directors of THG held on
February 23, 2009, the following actions were taken with
respect to the compensation of THG’s Chief Executive
Officer (“CEO”) and other “named executive officers” (as
that term is defined in Item 402 of Regulation S-K) of the
Company.



Approval of 2008 Short-Term Incentive Compensation
Program Awards

The Committee approved (and with respect to the CEO
such decision was ratified by the CID) the 2008 Short-
Term Incentive Compensation Program (the “2008 IC
Program”) awards for the Chief Executive Officer and
other named executive officers (“NEOs”). The following
table lists 2008 IC Program awards approved by the
Committee for our CEO and other NEOs:

EXECUTIVE OFFICER TITLE 2008
Frederick H. Eppinger President and CEO $ 810,000
Marita Zuraitis President, P&C Companies $ 371,000
Eugene M. Bullis Executive VP and CFO $ 300,000
J. Kendall Huber Sr. VP and General Counsel $ 222,000
Gregory Tranter Sr. VP and Chief Information

Officer $ 168,750

For each of the NEOs, such award was made exclu-
sively under the 2008 IC Program, based upon the level
of achievement of the performance criteria pre-estab-
lished by the Committee for each such officer.

Approval of the 2009 Short-Term Incentive

Compensation Program

The Committee also approved (and with respect to the
CEO such decision was ratified by the CID) the 2009
Short-Term Incentive Compensation Program (the “2009
IC Program”) for the Chief Executive Officer and for the
Company’s other NEOs. The 2009 IC Program was estab-
lished pursuant to the Company’s Short-Term Incentive
Compensation Plan (Exhibit A to the Company’s Proxy
Statement filed with the Commission on April 5, 2004).
With respect to the NEOs, the Committee established
funding levels for the 2009 IC Program, which may range
from zero to a maximum of 200% of target awards, based
on operating earnings from the property and casualty
business units (segment income) and the level of net writ-
ten premium growth achieved, subject in each instance to
certain adjustments and the exclusion of certain items the
Committee has established. Individual awards for the
NEOs provide for target awards ranging from 60% to
120% of base salary. Awards will be calculated based on
an executive officer’s annual salary as of the end of 2009.
Threshold, target and maximum levels of performance
are established on which individual award opportunities
are based. The amount of each executive officer’s award
is dependent on the achievement of the Company’s per-
formance targets and such executive officer’s individual
performance. For 2009, awards, if any, are payable in the
first fiscal quarter of 2010.

Approval of the 2009 Long-Term Incentive Program

The Committee also approved (and with respect to the
CEO such decision was ratified by the CID) the 2009
Long-Term Incentive Program (the “2009 LTIP”) for the
Chief Executive Officer and for certain of the Company’s
other NEOs. The 2009 LTIP was established pursuant to
the Company’s 2006 Long-Term Incentive Plan (filed as
Exhibit 10.23 to this Annual Report on Form 10-K) (the
“2006 Plan”). As applied to the NEOs, the 2009 LTIP pro-
vides for awards of performance-based restricted stock
units (“PBRSUs”), time-based restricted stock units
(“RSUs”), and Stock Options (“Options”).

The PBRSUs vest 50% on the third anniversary of the
date of grant and 50% on the fourth anniversary of the
date of grant (provided the NEO remains continuously
employed by the Company through such date) and if the
Company achieves a specified three-year average (i) seg-
ment return on equity, and (ii) net written premium
growth rate, for the years 2009-2011 (subject to certain
adjustments and excludable items determined by the
Committee). Participants must be employees of the
Company as of the vesting dates for the PBRSUs to vest,
except as otherwise provided with regard to death, dis-
ability or change-in-control. The actual PBRSU award
may be as low as zero, and as high as 150% of the target
award, based on the average return on equity and net
written premium growth rate actually achieved for the
performance period.

The RSUs vest 50% on the third anniversary of the date
of grant and 50% on the fourth anniversary of the date of
grant. Participants must be employees of the Company as
of the vesting dates for the RSUs to vest, except as other-
wise provided with regard to death, disability or change-
in-control.

The Options vest 50% on the third anniversary of the
date of grant and 50% on the fourth anniversary of the
date of grant. Participants must be employees of the
Company as of the vesting dates for the Options to vest,
except as otherwise provided with regard to disability or
change-in-control. Each Option has a ten year term and
an exercise price of $34.19 per share, which was the clos-
ing price per share of THG’s common stock as reported
on the New York Stock Exchange on the date of grant
(February 23, 2009).
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The following table sets forth the number of PBRSUs (at target), RSUs and Options granted to the following NEOs:

EXECUTIVE OFFICER TITLE PBRSUS RSUS OPTIONS
Frederick H. Eppinger President and CEO 22,500 22,500 75,000
Marita Zuraitis President, P&C Companies 6,750 6,750 50,000
J. Kendall Huber Sr. VP and General Counsel 3,000 3,000 20,000
Gregory Tranter Sr. VP, Chief Information Officer 3,000 3,000 25,000

APPROVAL OF BASE SALARY INCREASES

In addition, the Committee also approved base salary increases for the following NEOs:

EXECUTIVE OFFICER TITLE 2009 BASE SALARY INCREASE FROM
PRIOR YEAR
J. Kendall Huber Sr. VP and General Counsel $420,000 $25,000

The Company intends to provide additional informa-
tion regarding other compensation awarded to the NEOs
in respect of and during the year ended December 31,
2008 in the proxy statement for its 2009 Annual Meeting
of Shareholders.

THE HANOVER INSURANCE GROUP 2008 ANNUAL REPORT

2009 ANNUAL MEETING

The Board of Directors of The Hanover Insurance Group,
Inc. has fixed (i) May 12, 2009 as the date for the 2009
Annual Meeting of Shareholders, and (ii) March 18, 2009
as the record date for determining the shareholders of the
Company entitled to notice of and to vote at such Annual
Meeting.



Part Il

Item 10 — Directors and Executive
Officers of the Registrant

DIRECTORS OF THE REGISTRANT

Except for the portion about executive officers and our
Code of Conduct which is set forth below, this informa-
tion is incorporated herein by reference from the Proxy
Statement for the Annual Meeting of Shareholders to be
held on May 12, 2009 to be filed pursuant to Regulation
14A under the Securities Exchange Act of 1934.

EXECUTIVE OFFICERS OF THE REGISTRANT

Set forth below is biographical information concerning
our executive officers.

Bryan D. Allen, 41

Vice President, Chief Human Resources Officer

Mr. Allen has been Vice President, Chief Human
Resources Officer of THG since August 2006. From 2002
until 2006, Mr. Allen was Managing Director, Head of
Human Resources at US Trust. Prior to that, from 1989
until 2002, Mr. Allen held a variety of positions within the
human resources organization at Morgan Stanley, last
serving as Global Chief of Staff for Human Resources.

Eugene M. Bullis, 63
Executive Vice President, Chief Financial Officer and
Assistant Treasurer

Mr. Bullis joined THG as Executive Vice President,
Chief Financial Officer and Assistant Treasurer in
November 2007. Prior to joining the Company, Mr. Bullis
served as Executive Vice President and Chief Financial
Officer at Conseco, Inc., from 2002 to 2007. Previously,
Mr. Bullis served in a number of senior financial officer
roles in technology-related businesses, including Chief
Financial Officer of Wang Laboratories, Inc. Mr. Bullis
began his career as a certified public accountant with a
predecessor firm of what is now Ernst & Young LLP,
where he advanced to Partnership with a concentration
in services to insurance company clients.

Frederick H. Eppinger, Jr., 50
Director, President and Chief Executive Officer

Mr. Eppinger has been Director, President and Chief
Executive Officer of THG since joining the Company in
2003. Before joining the Company, Mr. Eppinger was
Executive Vice President of Property and Casualty Field
and Service Operations for The Hartford Financial
Services Group, Inc. Prior to that, he was Senior Vice
President of Strategic Marketing from 2000 to 2001 for
ChannelPoint, Inc., a firm that provided business-to-busi-
ness technology for insurance and financial service com-
panies, and was a senior partner at the international con-
sulting firm of McKinsey & Company. Mr. Eppinger led
the insurance practice at McKinsey, where he worked
closely with chief executive officers of many leading
insurers over a period of 15 years, beginning in 1985. Mr.
Eppinger began his career as an accountant with the firm
then known as Coopers & Lybrand. He is a director of
Centene Corporation, a publicly-traded, multi-line
healthcare company. Mr. Eppinger is an employee of
THG, and therefore is not an independent director.

David J. Firstenberg, 51

President, Commercial Lines

Mr. Firstenberg has been President, Commercial Lines
since May 2004. From 2001 until 2004, Mr. Firstenberg
served as Vice President and Chief Operating Officer,
Commercial Lines. Prior to joining the Company, from
1997 until 2001, Mr. Firstenberg was Senior Vice
President, Commercial Lines at One Beacon Insurance
Group, LTD. From 1995 until 1997 he served as Executive
Vice President and Chief Underwriting Officer at Zenith
National /Calfarm Insurance. From 1979 until 1995, Mr.
Firstenberg served in a variety of positions at Chubb &
Sons, Inc., last serving as Vice President, Underwriting &
Marketing.

J. Kendall Huber, 54

Senior Vice President, General Counsel and Assistant
Secretary

Mr. Huber has been Senior Vice President, General
Counsel and Assistant Secretary of THG since 2002. From
2000 until 2002, Mr. Huber served as Vice President,
General Counsel and Assistant Secretary of the Company.
Prior to joining THG, Mr. Huber was Executive Vice
President, General Counsel and Secretary of Promus
Hotel Corporation from 1999 to 2000. Previously, Mr.
Huber was Vice President and Deputy General Counsel
of Legg Mason, Inc., from 1998 to 1999. He has also
served as Vice President and Deputy General Counsel of
USF&G Corporation, where he was employed from 1990
to 1998.
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Gary Y. Kusumi, 62

President, Personal Lines

Mr. Kusumi joined THG as President, Personal Lines
in August 2008. From 1998 to 2008, Mr. Kusumi held sev-
eral positions within the GMAC Insurance Group, last
serving as President and Chief Executive Officer of
Personal Lines for GMAC Insurance Holdings, Inc. In
1993, he joined American Financial Group as Chief
Executive Officer of Leader Insurance Company, and in
1996 transferred to Windsor, an American Financial
Group subsidiary, where he served as President for two
years. Mr. Kusumi began his insurance career in 1981
with The Progressive Corporation where he served in
various management positions.

Andrew Robinson, 43

Senior Vice President, Corporate Development and Strategy

Mr. Robinson has been Senior Vice President,
Corporate Development and Strategy since joining the
Company in September, 2006. Prior to joining the
Company, from 1996 until 2006, Mr. Robinson held a vari-
ety of positions at Diamond Consultants, last serving as
Managing Director, Global Insurance Practice.

John C. Roche, 45
Vice President, Field Operations, Marketing and Distribution
Mr. Roche has been Vice President, Field Operations
since December 2007. From 2006 to 2007, Mr. Roche was
Vice President, Underwriting and Product Management,
Commercial Lines. From 1994 to 2006, Mr. Roche served
in a variety of leadership positions at St. Paul Travelers
Companies, Inc., last serving as Vice President
Commercial Accounts. Prior to joining St. Paul Travelers
Companies, Inc., Mr. Roche served in a variety of under-
writing and management positions at Fireman’s Fund
Insurance Company and Atlantic Mutual Insurance
Company.

Gregory D. Tranter, 52
Senior Vice President and Chief Information Officer

Mr. Tranter has been Senior Vice President since 2006
and was named Corporate Operations Officer in 2007. He
has also been the Chief Information Officer of THG since
2000. Mr. Tranter has been a Vice President of THG's
insurance subsidiaries since 1998. Prior to joining THG,
Mr. Tranter was Vice President, Automation Strategy of
Travelers Property and Casualty Company from 1996 to
1998. Mr. Tranter was employed by Aetna Life and
Casualty Company from 1983 to 1996.
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Marita Zuraitis, 48

Executive Vice President and President of the Property and
Casualty Companies

Ms. Zuraitis has been Executive Vice President of the
Company and President, Property and Casualty
Companies since 2004. Prior to joining THG, Ms. Zuraitis
was President and Chief Executive Officer of the com-
mercial lines division of The St. Paul Companies from
1998 to 2004.

Pursuant to section 4.4 of the Company’s by-laws,
each officer shall hold office until the first meeting of the
Board of Directors following the next annual meeting of
the stockholders and until his or her respective successor
is chosen and qualified unless a shorter period shall have
been specified by the terms of his or her election or
appointment, or in each case until such officer sooner
dies, resigns, is removed or becomes disqualified.

CODE OF CONDUCT

Our Code of Conduct is available, free of charge, on our
website at www.hanover.com under “Corporate
Governance—Company Policies”. The Code of Conduct
applies to our directors, officers and employees, includ-
ing our Chief Executive Officer, Chief Financial Officer
and Controller. While we do not expect to grant waivers
to our Code of Conduct, any such waivers to our Chief
Executive Officer, Chief Financial Officer or Controller
will be posted on our website, as required by applicable
law or New York Stock Exchange requirements.

NEW YORK STOCK EXCHANGE RULE 303A.12(a)

Our Chief Executive Officer filed his annual certification
required by the New York Stock Exchange Rule
303A.12(a) with the New York Stock Exchange on or
about May 23, 2008. The certification of our Chief
Executive Officer and Chief Financial Officer regarding
the quality of our disclosure in this Annual Report on
Form 10-K have been filed as Exhibits 31.1 and 31.2.



Item 11 — Executive Compensation

Incorporated herein by reference from the Proxy
Statement for the Annual Meeting of Shareholders to be
held May 12, 2009, to be filed pursuant to Regulation 14A
under the Securities Exchange Act of 1934.

Plan Category

to be issued upon exercise

Item 12 — Security Ownership of Certain
Beneficial Owners and
Management and Related
Stockholder Matters

SECURITIES AUTHORIZED FOR ISSUANCE UNDER
EQUITY COMPENSATION PLANS

The following table sets forth information as of December
31, 2008 with respect to compensation plans under which
equity securities of the Company are authorized for
issuance.

Number of securities
remaining available for
future issuance under
equity compensation plans®

Number of securities
Weighted-average exercise
price of outstanding
options, warrants and rights

of outstanding options,
warrants and rights ™

Equity compensation plans approved by security holders 3,843,101 $41.03 2,733,808
Equity compensation plans not approved by security holders — — —
Total 3,843,101 $41.03 2,733,808

(1) Includes 848,395 shares of Common Stock which may be issued upon vesting of outstanding restricted stock, restricted stock units or performance-based restricted stock units
(assuming the maximum award amount). The weighted-average exercise price does not take these awards into account.

(2) The Hanover Insurance Group, Inc. 2006 Long-Term Incentive Plan (the “Plan”), which was adopted on May 16, 2006, authorizes the issuance of 3,000,000 new shares that may
be used for awards. In addition, shares of stock underlying any award granted and outstanding under the Company’s Amended Long-Term Stock Incentive Plan (the “1996
Plan”) as of the adoption date of the Plan that are forfeited or cancelled, or expire or terminate, after the adoption date without the issuance of stock, become available for

future grants under the Plan.

Additional information related to Security Ownership
of Certain Beneficial Owners and Management is incor-
porated herein by reference from the Proxy Statement for
the Annual Meeting of Shareholders to be held May 12,
2009, to be filed pursuant to Regulation 14A under the
Securities Exchange Act of 1934.

Item 13 — Certain Relationships and
Related Transactions

Incorporated herein by reference from the Proxy
Statement for the Annual Meeting of Shareholders to be
held May 12, 2009, to be filed pursuant to Regulation 14A
under the Securities Exchange Act of 1934.

Item 14 — Principal Accountant Fees and

Services

Incorporated herein by reference from the Proxy
Statement for the Annual Meeting of Shareholders to be
held May 12, 2009, to be filed pursuant to Regulation 14A
under the Securities Exchange Act of 1934.

THE HANOVER INSURANCE GROUP 2008 ANNUAL REPORT

119



120

Part IV
Item 15 — Exhibits, Financial Statement Schedules

(A)(1) FINANCIAL STATEMENTS

The consolidated financial statements and accompanying notes thereto are included on pages 71 to 113 of this Form
10-K.

Page No. in
this Report
Report of Independent Registered Public Accounting Firm . . . . . ... ... ... ... ... ... .. ..... 70
Consolidated Statements of Income for the years ended December 31, 2008, 2007 and 2006 . . . . ... ... ... 71
Consolidated Balance Sheets as of December 31, 2008 and 2007. . . . . . . . . . o 0 v i i i 72
Consolidated Statements of Shareholders’” Equity for the years ended December 31, 2008, 2007 and 2006 . . . . . 73
Consolidated Statements of Comprehensive Income for the years ended December 31, 2008, 2007 and 2006. . . . 74
Consolidated Statements of Cash Flows for the years ended December 31, 2008, 2007 and 2006 . . . . . .. .. .. 75
Notes to Consolidated Financial Statements . . . . . . .. . .. ... .. 76-113
(A)(2) FINANCIAL STATEMENT SCHEDULES
Page No. in
this Report
I Summary of Investments—Other than Investments in Related Parties. . . . . .. ... ... .. ... ..... 125
II  Condensed Financial Information of Registrant . . . . ... ... ... .. ....... ... ... ..... 126-128
III Supplementary Insurance Information . . . . . . . .. .. .. . . . . L 129
IV Reinsurance . . . . . . . . . . . . . 130
V' Valuation and Qualifying Accounts. . . . . ... ... .. L L 131
VI Supplemental Information Concerning Property and Casualty Insurance Operations . . . . . ... ... ... 132
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(A)(3) EXHIBIT INDEX
Exhibits filed as part of this Form 10-K are as follows:

21

2.2

3.1

3.2

41

4.2

4.3

44

Stock Purchase Agreement, dated as of August 22,
2005, between The Goldman Sachs Group, Inc., as
Buyer, and Registrant, as Seller (the schedules
and exhibits have been omitted pursuant to item
601(b)(2) of Regulation S-K) previously filed as
Exhibit 2.1 to the Registrant’s Current Report on
Form 8-K filed on August 24, 2005 and incorpo-
rated herein by reference.

Stock Purchase Agreement by and between The
Hanover Insurance Group, Inc. and Common-
wealth Annuity and Life Company, dated July 30,
2008 (the schedules and exhibits have been omit-
ted pursuant to item 601(b)(2) of Regulation S-K),
previously filed as Exhibit 2.1 to the Registrant’s
Current Report on Form 8-K filed on August 4,
2008 and incorporated herein by reference.

Certificate of Incorporation of the Registrant pre-
viously filed as Exhibit 3.1 to the Registrant’s
Annual Report on Form 10-K filed with the
Commission on March 16, 2006 and incorporated
herein by reference.

Amended By-Laws of the Registrant, previously
filed as Exhibit 3.2 to the Registrant’s Current
Report on Form 8-K filed on November 21, 2006
and incorporated herein by reference.

Specimen Certificate of Common Stock previous-
ly filed as Exhibit 4 to the Registrant’s Annual
Report on Form 10-K filed with the Commission
on March 16, 2006 and incorporated herein by
reference.

Form of Indenture relating to the Debentures
between the Registrant and State Street Bank &
Trust Company, as trustee, previously filed as
Exhibit 4.1 to the Registrant’s Registration
Statement on Form S-1 (No. 33-96764) filed on
September 11, 1995 and incorporated herein by
reference.

Form of Global Debenture previously filed as
Exhibit 4.2 to the Registrant’s Annual Report on
Form 10-K filed with the Commission on March
16, 2006 and incorporated herein by reference.

Amended and Restated Declaration of Trust of
AFC Capital Trust I dated February 3, 1997 previ-
ously filed as Exhibit 2 to the Registrant’s Current
Report on Form 8-K filed on February 5, 1997 and
incorporated herein by reference.

4.5

4.6

4.7

+10.1

+10.2

10.3

+10.4

+10.5

Indenture dated February 3, 1997 relating to the
Junior Subordinated Debentures of the Registrant
previously filed as Exhibit 3 to the Registrant’s
Current Report on Form 8-K filed on February 5,
1997 and incorporated herein by reference.

Series A Capital Securities Guarantee Agreement
dated February 3, 1997 previously filed as Exhibit
4 to the Registrant’s Current Report on Form 8-K
filed on February 5, 1997 and incorporated herein
by reference.

Common Securities Guarantee Agreement dated
February 3, 1997 previously filed as Exhibit 5 to
the Registrant’s Current Report on Form 8-K filed
on February 5, 1997 and incorporated herein by
reference.

State Mutual Life Assurance Company of
America Excess Benefit Retirement Plan previ-
ously filed as Exhibit 10.5 to the Registrant’s
Registration Statement on Form S-1 (No. 33-
91766) filed with the Commission on May 1, 1995
and incorporated herein by reference.

The Hanover Insurance Group Cash Balance
Pension Plan previously filed as Exhibit 10.19 to
the Registrant’s September 30, 1995 Report on
Form 10-Q and incorporated herein by reference.

Form of Accident and Health Coinsurance
Agreement between The Hanover Insurance
Company, as Reinsurer, and First Allmerica
Financial Life Insurance Company (the schedules
and certain exhibits have been omitted pursuant
to item 601(b)(2) of Regulation S-K) previously
filed as Exhibit 10.1 to the Registrant’s Current
Report on Form 8-K filed with the Commission
on August 4, 2008 and incorporated herein by
reference.

The Hanover Insurance Group, Inc. Amended
Long-Term Stock Incentive Plan previously filed
as Exhibit 10.23 to the Registrant’s Annual Report
on Form 10-K filed with the Commission on April
1, 2002 and incorporated herein by reference.

Short-Term Incentive Compensation Plan previ-
ously filed as Exhibit A to the Registrant’s Proxy
Statement (Commission File No. 001-13754) filed
with the Commission on April 5, 2004 and incor-
porated herein by reference.
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+10.6 Form of Restricted Share Unit Agreement dated
March 1, 2004 previously filed as Exhibit 10.61 to
the Registrant’s Quarterly Report on Form 10-Q
filed with the Commission on August 5, 2004 and
incorporated herein by reference.

+10.7 Form of Performance Based Restricted Share Unit
Agreement dated March 1, 2004 previously filed
as Exhibit 10.62 to the Registrant’s Quarterly
Report on Form 10-Q originally filed with the
Commission on August 5, 2004 and incorporated
herein by reference.

+10.8 Form of Election/Deferral Agreement previously
filed as Exhibit 10.66 to the Registrant’'s Annual
Report on Form 10-K filed with the Commission
February 25, 2005 and incorporated herein by
reference.

+10.9 The Hanover Insurance Group Amended and
Restated Employment Continuity Plan previous-
ly filed as Exhibit 10.2 to the Registrant’s
Quarterly Report on Form 10-Q filed with the
Commission on August 11, 2008 and incorporated
herein by reference.

+10.10 Form of Performance Based Restricted Stock Unit
Agreement dated February 2006 previously filed
as Exhibit 10.72 to the Registrant’s Annual Report
on Form 10-K filed with the Commission on
March 16, 2006 and incorporated herein by
reference.

+10.11 Description of 2007 Short-Term Incentive Com-
pensation Awards, 2008 Short-Term Incentive
Compensation Program and 2008 Long-Term
Incentive Program previously filed as Item 9B to
the Registrant’'s Annual Report on Form 10-K
filed on February 27, 2008 and incorporated here-
in by reference.

+10.12 Form of Non-Qualified Stock Option Agreement
under The Hanover Insurance Group, Inc. 2006
Long-Term Incentive Plan previously filed as
Exhibit 10.1 to the Registrant’s Current Report on
Form 8-K filed with the Commission on February
21, 2007 and incorporated herein by reference.

+10.13 Form of Corporate Goals-Based Performance-
Based Restricted Stock Unit Agreement under
The Hanover Insurance Group, Inc. 2006 Long-
Term Incentive Plan previously filed as Exhibit
10.2 to the Registrant’s Current Report on Form 8-
K filed with the Commission on February 21, 2007
and incorporated herein by reference.
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+10.14 Form of Individual Goals-Based Performance-

+10.15

+10.16

Based Restricted Stock Unit Agreement under
The Hanover Insurance Group, Inc. 2006 Long-
Term Incentive Plan previously filed as Exhibit
10.3 to the Registrant’s Current Report on Form 8-
K filed with the Commission on February 21, 2007
and incorporated herein by reference.

Form of Incentive Compensation Deferral and
Conversion Agreement under The Hanover
Insurance Group, Inc. 2006 Long-Term Incentive
Plan previously filed as Exhibit 10.4 to the
Registrant’s Current Report on Form 8-K filed
with the Commission on February 21, 2007 and
incorporated herein by reference.

Form of Restricted Stock Agreement under The
Hanover Insurance Group, Inc. 2006 Long-Term
Incentive Plan previously filed as Exhibit 10.5 to
the Registrant’s Current Report on Form 8-K filed
with the Commission on February 21, 2007 and
incorporated herein by reference.

+10.17 Form of Restricted Stock Unit Agreement under

+10.18

10.19

+10.20

The Hanover Insurance Group, Inc. 2006 Long-
Term Incentive Stock Plan previously filed as
Exhibit 10.6 to the Registrant’s Current Report on
Form 8-K filed with the Commission on February
21, 2007 and incorporated herein by reference.

Form of Amended and Restated Form of Non-
Qualified Stock Option Agreement under The
Hanover Insurance Group, Inc. Amended Long-
Term Stock Incentive Plan previously filed as
Exhibit 10.7 to the Registrant’s Current Report on
Form 8-K filed with the Commission on February
21, 2007 and incorporated herein by reference.

Credit Agreement dated June 21, 2007 among The
Hanover Insurance Group, Inc.,, Deutsche Bank
AG New York Branch, as administrative agent,
the other lenders named therein, Deutsche Bank
Securities, Inc., as sole arranger and bookrunner,
Bank of America, N.A., as syndication agent and
Citibank, N.A., JPMorgan Chase Bank, N.A., and
Sovereign Bank, as co-documentation agents filed
as Exhibit 10.1 to the Registrant’s Current Report
on Form 8-K filed on June 22, 2007 and incorpo-
rated herein by reference.

Description of 2007-2008 Non-Employee Director
Compensation previously filed as Exhibit 10.1 to
the Registrant’s Quarterly Report on Form 10-Q
filed on August 9, 2007 and incorporated herein
by reference.



+10.21 Offer Letter dated November 6, 2007 between the
Registrant and Eugene M. Bullis previously filed
as Exhibit 10.1 to the Registrant’s Quarterly
Report on Form 10-Q filed with the Commission
on November 9, 2007 and incorporated herein by
reference.

+10.22 Description of 2008 Incentive Compensation
Deferral and Conversion Program previously
filed as Exhibit 10.35 to the Registrant’'s Annual
Report on Form 10-K filed on February 27, 2008
and incorporated herein by reference.

+10.23 The Hanover Insurance Group 2006 Long-Term
Incentive Plan previously filed as Exhibit 10.36 to
the Registrant’'s Annual Report on Form 10-K
filed on February 27, 2008 and incorporated here-
in by reference.

+10.24 Description of 2008-2009 Non-Employee Director
Compensation previously filed as Exhibit 10.1 to
the Registrant’s Quarterly Report on Form 10-Q
filed on August 11, 2008 and incorporated herein
by reference.

+10.25 Offer Letter, dated August 14, 2003, between the
Registrant and Frederick H. Eppinger, Jr., as
amended December 10, 2008.

+10.26 The Hanover Insurance Group, Inc. Amended
and Restated Non-Qualified Retirement Savings
Plan.

+10.27 The Hanover Insurance Group Retirement
Savings Plan, as amended.

+10.28 The Hanover Insurance Group, Inc. Non-

Employee Director Deferral Plan.

+10.29 The Hanover Insurance Group, Inc. 2009 Short-
Term Incentive Compensation Deferral and
Conversion Program.

+10.30 Description of 2008 Short-Term Incentive
Compensation Awards, 2009 Short-Term
Incentive Compensation Program and 2009 Long-
Term Incentive Program filed as Item 9B to this
report.

+10.31 Restricted Stock Unit Agreement under The
Hanover Insurance Group, Inc. 2006 Long-Term
Incentive Plan.

+10.32 Performance-Based Restricted Stock Unit
Agreement under The Hanover Insurance Group,
Inc. 2006 Long-Term Incentive Plan.

+10.33 Non-Qualified Stock Option Agreement under
The Hanover Insurance Group, Inc. 2006 Long-
Term Incentive Plan.

+10.34 IRC Section 162(m) Deferral Letter for Certain
Executive Officers of the Registrant.

21 Subsidiaries of THG.

23 Consent of Independent Registered Public
Accounting Firm.

24 Power of Attorney.

31.1  Certification of the Chief Executive Officer, pur-
suant to 15 U.S.C. 78m, 780(d), as adopted pur-
suant to section 302 of the Sarbanes-Oxley Act of

2002.

Certification of the Chief Financial Officer, pur-
suant to 15 U.S.C. 78m, 780(d), as adopted pur-
suant to section 302 of the Sarbanes-Oxley Act of
2002.

Certification of the Chief Executive Officer, pur-
suant to 18 U.S.C. Section 1350, as adopted pur-
suant to section 906 of the Sarbanes-Oxley Act of
2002.

Certification of the Chief Financial Officer, pur-
suant to 18 U.S.C. Section 1350, as adopted pur-
suant to section 906 of the Sarbanes-Oxley Act of
2002.

Internal Revenue Service Ruling dated April 15,
1995 previously filed as Exhibit 99.1 to the
Registrant’s Registration Statement on Form S-1
(No. 33-91766) filed with the Commission on May
1, 1995 and incorporated herein by reference.

31.2

32.1

32.2

99.1

99.2  Important Factors Regarding Forward-Looking

Statements.

+ Management contract or compensatory plan or
arrangement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

THE HANOVER INSURANCE GROUP, INC.
Registrant

Date: February 27, 2009 By: /s/ FREDERICK H. EPPINGER, JR.
Frederick H. Eppinger, Jr.,
President, Chief Executive Officer and Director

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Date: February 27, 2009 By: /s/ FREDERICK H. EPPINGER, JR.
Frederick H. Eppinger, Jr.,
President, Chief Executive Officer and Director

Date: February 27, 2009 By: /s/ EUGENE M. BULLIS
Eugene M. Bullis,
Executive Vice President, Chief Financial Officer
and Principal Accounting Officer

Date: February 27, 2009 By: *
Michael P. Angelini,
Chairman of the Board

Date: February 27, 2009 By: *
P. Kevin Condron,
Director

Date: February 27, 2009 By: *
Neal F. Finnegan,
Director

Date: February 27, 2009 By: *
David J. Gallitano,
Director

Date: February 27, 2009 By: *
Gail L. Harrison,
Director

Date: February 27, 2009 By: *
Wendell J. Knox,
Director

Date: February 27, 2009 By: *
Robert J. Murray,
Director

Date: February 27, 2009 By: *
Joseph R. Ramrath,
Director

Date: February 27, 2009 *By: /s/ EUGENE M. BULLIS
Eugene M. Bullis,
Attorney-in-fact
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Schedule |

The Hanover Insurance Group, Inc.

SUMMARY OF INVESTMENTS - OTHER THAN INVESTMENTS IN RELATED PARTIES

DECEMBER 31, 2008

(In millions)

Amount
at which
shown in the

Type of investment Cost™ Value balance sheet®
Fixed maturities:
Bonds:
United States Government and government agencies and authorities $1,271.5 $ 1,303.9 $1,303.9
States, municipalities and political subdivisions 758.7 726.9 726.9
Foreign governments 4.6 4.8 4.8
Public utilities 503.8 462.8 462.8
All other corporate bonds 2,887.8 2,624.5 2,624.5
Redeemable preferred stocks 46.7 33.3 33.3
Total fixed maturities 5,473.1 5,156.2 5,156.2
Equity securities:
Common stocks:
Public utilities 2.0 3.9 3.9
Banks, trust and insurance companies 9.8 9.9 9.9
Industrial, miscellaneous and all other 44.0 34.0 34.0
Total equity securities 55.8 47.8 47.8
Mortgage loans on real estate 31.1 XXXXXX 31.1
Policy loans 1111 XXXXXX 111.1
Other long-term investments ® 24.2 XXXXXX 26.3
Total investments 5,695.3 XXXXXX 5,372.5
Less: investments held-for-sale (1,124.2) XXXXXX (1,069.5)
Total investments, excluding held-for-sale $4,571.1 $ XXXXX $4,303.0

(1) For equity securities, represents original cost, and for fixed maturities, original cost reduced by repayments and adjusted for amortization of premiums and accretion of

discounts.

(2) The separate classifications include investments classified as assets held-for-sale on the balance sheet. Investments held-for-sale are adjusted in total and are reflected as such

in this schedule.

(3) The cost of other long-term investments differs from the carrying value due to market value changes in the Company’s equity ownership of limited partnership investments.
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Schedule Il

The Hanover Insurance Group, Inc.

CONDENSED FINANCIAL INFORMATION OF REGISTRANT

PARENT COMPANY ONLY
STATEMENTS OF INCOME

FOR THE YEARS ENDED DECEMBER 31 2008 2007 2006
(In millions)
Revenues
Net investment income 152 $ 176 $ 141
Net realized investment gains (losses) 9.0 0.3 (2.5)
Other income 0.6 1.0 2.2
Total revenues 24.8 18.9 13.8
Expenses
Interest expense 40.6 40.6 40.6
Employee benefit related expenses 1.5 7.7 6.9
Other net operating expenses 5.7 2.9 3.4
Total expenses 47.8 51.2 50.9
Net loss before income taxes and equity in net income of unconsolidated subsidiaries (23.0) (32.3) (37.1)
Income tax benefit:
Federal 17.0 11.6 14.6
State 0.1 0.1 0.7
Equity in income of unconsolidated subsidiaries 92.1 259.4 204.7
Income before discontinued operations 86.2 238.8 182.9
Discontinued operations:
Income (loss) from operations of discontinued variable life insurance and annuity business,
net of taxes (including gain (loss) on disposal of $12.2, $8.3 and $(20.4) in 2008, 2007 and 2006) 12.2 135 (20.4)
(Loss) gain on other discontinued operations (0.5) 0.8 7.8
Loss on sale of FAFLIC, net of taxes (77.3) — —
Net income $ 20.6 $253.1 $170.3

(1) Prior year amounts have been restated to include certain ongoing expenses previously allocated to FAFLIC, which was sold on January 2, 2009.

The condensed financial information should be read in conjunction with the consolidated financial statements and

notes thereto.

THE HANOVER INSURANCE GROUP 2008 ANNUAL REPORT



SCthUIG Il (continued)
The Hanover Insurance Group, Inc.

CONDENSED FINANCIAL INFORMATION OF REGISTRANT
PARENT COMPANY ONLY
BALANCE SHEETS

DECEMBER 31 2008 2007
(In millions, except share data)
Assets
Fixed maturities — at fair value (amortized cost of $214.4 and $300.2) $ 2139 $ 302.1
Equity securities — at fair value (cost of $9.3) 9.3 9.3
Cash and cash equivalents 50.4 14.4
Investment in unconsolidated subsidiaries 2,081.5 2,525.8
Net receivable from subsidiaries 45.0 10.1
Net receivable from Goldman Sachs 7.1 21.8
Deferred federal income taxes 26.2 2.8
Other assets 11.0 55
Total assets $2,4444 $2,891.8
Liabilities
Federal income taxes payable $ 58 $ 374
Expenses and state taxes payable 18.9 4.4
Liability for legal indemnification 11.3 29.8
Interest payable 124 124
Long-term debt 508.8 508.8
Total liabilities 557.2 592.8
Shareholders’ Equity
Preferred stock, par value $0.01 per share, 20.0 million shares authorized, none issued — —
Common stock, par value $0.01 per share, 300.0 million shares authorized, 60.5 million shares issued 0.6 0.6
Additional paid-in capital 1,803.8 1,822.6
Accumulated other comprehensive loss (384.8) (20.4)
Retained earnings 949.8 946.9
Treasury stock at cost (9.6 million and 8.7 million shares) (482.2) (450.7)
Total shareholders’ equity 1,887.2 2,299.0
Total liabilities and shareholders’ equity $2,4444 $2,891.8

(1) Included in 2008 was $120.6 million of dividends receivable from FAFLIC to the holding company as a result of the sale of FAFLIC to Goldman Sachs on January 2, 2009. Also
included in 2008 was a payable of $76.3 million for contributed capital to be paid by the holding company to the Hanover Insurance Company in 2009.

The condensed financial information should be read in conjunction with the consolidated financial statements and

notes thereto.
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SCthUIG Il (continued)
The Hanover Insurance Group, Inc.

CONDENSED FINANCIAL INFORMATION OF REGISTRANT
PARENT COMPANY ONLY
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31 2008 2007 2006
(In millions)
Cash flows from operating activities
Net income $ 206 $ 2531 $170.3
Adjustments to reconcile net income to net cash provided by (used in) operating activities:
Loss on disposal of FAFLIC 773 — —
(Gain) loss on disposal of variable life insurance and annuity business (12.2) (8.3) 20.4
Loss (gain) on other discontinued operations 0.5 (0.8) (7.8)
Equity in net income of unconsolidated subsidiaries (92.1) (254.0)  (198.7)
Dividend received from unconsolidated subsidiaries ® 117.9 3.1 14.5
Net realized investment (gains) losses (9.0 (0.3) 2.5
Deferred federal income tax (benefit) expense (1.5) (1.2) 6.8
Change in expenses and taxes payable 13.9 (30.5) (11.5)
Change in net payable from subsidiaries 20.0 10.4 (3.6)
Other, net (1.6) (1.8) (3.2)
Net cash provided by (used in) operating activities 133.8 (30.3) (10.3)
Cash flows from investing activities
Proceeds from disposals and maturities of available-for-sale fixed maturities 295.0 119.2 57.4
Proceeds from sale of variable life insurance and annuity business, net 13.2 12.7 50.9
Proceeds from sale of Financial Profiles, Inc. — — 214
Purchase of available-for-sale fixed maturities (217.4) (120.5)  (184.8)
Net cash used to acquire AIX Holdings, Inc. (100.9) — —
Net cash used to acquire Verlan Holdings, Inc. (11.9) — —
Other investing activities (2.8) — 3.9
Net cash (used in) provided by investing activities (24.8) 11.4 (51.2)
Cash flow from financing activities
Dividends paid to shareholders (23.0) (20.8) (15.4)
Proceeds from excess tax benefits related to share-based payments 0.3 1.3 6.0
Treasury stock purchased at cost (58.5) (1.6)  (200.2)
Exercise of options 8.2 23.8 44.8
Net cash (used in) provided by financing activities (73.0) 2.7 (164.8)
Net change in cash and cash equivalents 36.0 (16.2)  (226.3)
Cash and cash equivalents, beginning of year 144 30.6 256.9
Cash and cash equivalents, end of year $ 504 $ 144 $ 30.6

(1) Amounts reflect cash payments made to the parent company for dividends. Investment assets of $65.1 million, $39.9 million and $53.3 million were also transferred to the

parent company in 2008, 2007 and 2006, respectively, to settle dividend balances.

The condensed financial information should be read in conjunction with the consolidated financial statements and

notes thereto.
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Schedule il

The Hanover Insurance Group, Inc.

SUPPLEMENTARY INSURANCE INFORMATION

DECEMBER 31, 2008

(In millions)

Future
policy
benefits, Other Benefits Amortization
Deferred losses, policy claims, of deferred
policy claims claims and Net losses and policy Other
acquisition and loss Unearned benefits Premium  investment settlement acquisition  operating Premiums
Segments™ costs expenses premiums payable revenue income expenses costs expenses written
Property and Casualty $266.7 $3,243.8 $1,246.3 $1.8 $2,484.9 $258.0  $1,626.2 $556.2 $299.2 $2,518.0
Interest on Corporate
Debt — — — — — 0.7 — — 40.6 —
Eliminations — — — — — — — — (6.2) —
Total $266.7 $3,243.8 $1,246.3 $1.8 $2,484.9 $258.7  $1,626.2 $556.2 $333.6 $2,518.0
DECEMBER 31, 2007
(In millions)
Future
policy
benefits, Other Benefits Amortization
Deferred losses, policy claims, of deferred
policy claims claims and Net losses and policy Other
acquisition and loss Unearned benefits Premium  investment settlement acquisition  operating Premiums
Segments™ costs expenses premiums payable revenue income expenses costs expenses written
Property and Casualty $246.8 $3,165.8 $1,155.9 $19  $2,372.0 $246.3  $1,4574 $523.6 $319.9 $2,4153
Interest on Corporate
Debt — — — — — 0.7 — — 40.6 —
Eliminations — — — — — — — — (8.9) —
Total $246.8 $3,165.8 $1,155.9 $19  $2,372.0 $247.0 $1,4574 $523.6 $351.6 $2,415.3
DECEMBER 31, 2006
(In millions)
Future
policy
benefits, Other Benefits Amortization
Deferred losses, policy claims, of deferred
policy claims claims and Net losses and policy Other
acquisition and loss Unearned benefits Premium  investment settlement acquisition  operating Premiums
Segments™ costs expenses premiums payable revenue income expenses costs expenses written
Property and Casualty $2284  $3,163.9  $1,099.9 $2.1  $2,219.2 $227.8  $1,387.1 $476.4 $338.1 $2,307.1
Interest on Corporate
Debt — — — — — 0.7 — — 40.6 —
Eliminations — — — — — — — — (7.8) —
Total $2284  $3,163.9  $1,099.9 $2.1  $2,219.2 $2285  $1,387.1 $476.4 $3709 $2,307.1

(1) Results of former Life Companies segment have been reclassified to Discontinued Operations due to the sale of FAFLIC on January 2, 2009. Additionally, the corresponding
assets and liabilities of this business are presented as held-for-sale in our Consolidated Balance Sheets.
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Schedule IV

The Hanover Insurance Group, Inc.

REINSURANCE

DECEMBER 31
(In millions)
Assumed Percentage
Ceded to from of amount
Gross other other Net assumed
2008" amount companies companies amount to net
Premiums:
Property and casualty insurance $ 2,700.0 $241.9 $26.8 $2,484.9 1.08%
2007
Premiums:
Property and casualty insurance $2,624.4 $285.2 $32.8 $2,372.0 1.38%
2006
Premiums:
Property and casualty insurance $2,470.0 $293.7 $429  $2,219.2 1.93%

(1) Premiums related to our former life insurance business have been reclassified to Discontinued Operations due to the sale of FAFLIC on January 2, 2009.
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Schedule V

The Hanover Insurance Group, Inc.

VALUATION AND QUALIFYING ACCOUNTS

DECEMBER 31
(In millions)
Additions
Description Balance at Charged to Charged to Balance
beginning of costs and other at end of
2008 period expenses accounts Deductions period
Mortgage loans $ 1.0 $ — $ — $ — $ 1.0
Allowance for doubtful accounts 9.2 5.6 — 9.8 5.0
$10.2 $ 5.6 $ — $9.8 $ 6.0
2007
Mortgage loans $ 1.0 $ — $ — $ — $ 1.0
Allowance for doubtful accounts 9.6 8.2 — 8.6 9.2
$10.6 $ 8.2 $ — $8.6 $10.2
2006
Mortgage loans $ 1.0 $ — $ — $ — $ 1.0
Allowance for doubtful accounts 9.7 8.7 — 8.8 9.6
$10.7 $ 8.7 $ — $8.8 $10.6

THE HANOVER INSURANCE GROUP 2008 ANNUAL REPORT

131



132

Schedule VI

The Hanover Insurance Group, Inc.

SUPPLEMENTAL INFORMATION CONCERNING PROPERTY AND CASUALTY INSURANCE OPERATIONS

FOR THE YEARS ENDED DECEMBER 31

(In millions)
Reserves for Discount, if
Deferred losses and any, deducted
policy loss from Net Net
acquisition adjustment previous Unearned premiums investment
Affiliation with Registrant costs expenses” column™ premiums? earned income
Consolidated Property and Casualty Subsidiaries
2008 $264.8 $3,201.3 $ — $1,246.3 $2,484.9 $258.0
2007 $246.8 $3,165.8 $ — $1,155.9 $2,372.0 $246.3
2006 $228.4 $3,163.9 $ — $1,099.9 $2,219.2 $227.8
Amortization
Losses and loss of deferred Paid losses
adjustment expenses policy and loss Net
incurred related to acquisition adjustment premiums
Current year Prior years expenses expenses written
2008 $1,777.2 $ (151.6) $556.2  $1,712.3 $2,518.0
2007 $1,591.5 $(136.4) $523.6  $1,522.3 $2,415.3
2006 $1,463.3 $ (80.0) $4764  $1,460.0 $2,307.1

(1) The Company does not employ any discounting techniques.

(2) Reserves for losses and loss adjustment expenses are shown gross of $988.2 million, $940.6 million and $889.5 million of reinsurance recoverable on unpaid losses in 2008, 2007
and 2006, respectively. Unearned premiums are shown gross of prepaid premiums of $78.3 million, $58.1 million and $54.6 million in 2008, 2007 and 2006, respectively.
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06\’ \6 'S )
@Q) 063‘200‘ S &
FINANCIAL STRENGTH ¥ <%%' & <

RATINGS
Property and Casualty Insurance Companies

The Hanover
Insurance Company A- A A3 A

Citizens Insurance
Company of America| A-  A- A3 A-

‘b@é& 5'5\20‘\5 o
o )
S N

DEBT RATINGS | | |

The Hanover
Insurance Group, Inc.
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REGISTRAR AND STOCK
TRANSFER AGENT

Computershare Investor Services
PO Box 43076, Providence, Rl 02940-3076
1-800-317-4454

INDEPENDENT ACCOUNTANTS

PricewaterhouseCoopers LLP
125 High Street, Boston, MA 02110

CORPORATE OFFICES &
PRINCIPAL SUBSIDIARIES

The Hanover Insurance Group, Inc.
440 Lincoln Street, Worcester, MA 01653

The Hanover Insurance Company
440 Lincoln Street, Worcester, MA 01653

Citizens Insurance Company of America
645 West Grand River, Howell, Ml 48843

INFORMATION

ANNUAL MEETING OF SHAREHOLDERS

The management and Board of Directors of The Hanover Insurance Group, Inc.
invite you to attend the company’s Annual Meeting of Shareholders. The meeting
will be held on May 12, 2009, at 9:00 a.m. at The Hanover, 440 Lincoln Street,
Worcester, Massachusetts.

COMMON STOCK

The common stock of The Hanover Insurance Group, Inc. is traded on the New York
Stock Exchange under the symbol “THG.” As of the end of business on February 20,
2009, the company had 29,152 shareholders of record. On the same date, the trading
price of the company’s common stock was $34.92 per share.

COMMON STOCK PRICES

First Quarter $47.17 $40.14 First Quarter $49.11 $44.70
Second Quarter $46.83 $41.71 Second Quarter $49.73 $44.46
Third Quarter $51.00 $38.01 Third Quarter $49.76 $41.14
Fourth Quarter $45.00 $31.92 Fourth Quarter $46.21 $42.23

INVESTOR INFORMATION

Call our toll-free investor information line, 1-800-407-5222, to receive additional
printed information, including our Form 10-Ks and quarterly reports on Form 10-Q
filed with the Securities and Exchange Commission, and for access to fax-on-demand
services, shareholder services, pre-recorded messages and other services. In addition,
the company’s filings with the Securities and Exchange Commission are available
on our web site at www.hanover.com. Alternatively, investors may address
questions to:

Robert P. Myron Oksana Lukasheva
Director of Corporate

Finance and Treasurer

Director, Investor Relations

The Hanover Insurance Group
t. 508-855-2063 / f. 508-926-1541
olukasheva@hanover.com

The Hanover Insurance Group
t. 508-855-3457 / . 508-852-7588
rmyron@hanover.com

CORPORATE GOVERNANCE

Our Corporate Governance Guidelines, Board Committee Charters, Code of
Conduct and other information are available on our web site at www.hanover.com
under “Corporate Governance.” For a printed copy of any of these documents,
shareholders may contact the company's secretary at our corporate offices.

Regarding the quality of our public disclosures: The Company has filed its CEO and
CFO Section 302 certifications as exhibits to its Annual Report on Form 10-K for the
year ended December 31, 2008. The company also has submitted its annual CEO
certification to the New York Stock Exchange, a copy of which is available on the
company's web site, www.hanover.com, under “Corporate Governance-Certification.”
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